ABSTRACT. This paper shows that plant and firm size in manufacturing, and especially in engineering industry, in several Western industrial countries has declined since the early 1970s. Two hypotheses explaining the decline are advanced. One is "de-glomeration" or specialization: the divestiture of non-core businesses in order to free up scarce resources (particularly management time) to defend and nurture core business activities. The second hypothesis is that the emergence of new computer-based technology has improved the quality and productivity of small and medium scale production relative to standardized mass-production techniques which dominated previously.
I. Introduction
Given the emphasis placed in the economics literature in recent years on economies of scale, and observing the current merger mania that is sweeping through a large part of the industrial world, one should expect to find firms and their production facilities (plants) becoming larger and larger. But, surprising as it may be, that is exactly opposite of the truth. In fact, the average plant and firm size in metalworking (engineering) industries --as well as in manufacturing as a whole --in the United States has been shrinking for well over a decade. 1 Nor is this phenomenon restricted to the United States; other countries such as Japan, West Germany, the United Kingdom, Italy, Finland, and Denmark appear to have shared the same experience. Among the countries included in this study, Sweden is the sole deviant from this rule.
The purpose of this paper is (1) to present the statistical evidence on the development of plant Final version accepted on August 8, 1988 Case Western Reserve University Cleveland, OH 44106 U.S.A. and firm size in manufacturing, and especially in engineering industry, in several Western industrial countries, and (2) to suggest some plausible explanations for the observed patterns.
The paper is organized as follows. In Section II, the changes in plant and firm size in U.S. engineering industries are outlined. In Section HI, an international comparison is made. Section IV presents related evidence on the same theme. In Section V, two hypotheses are formulated which are likely to explain the observed behavior. Section VI spells out the implications for both theory and policy. Table I presents some data on United States engineering industries (SIC 34--38) at the 4-digit level. The data refer to changes which occurred between 1972 and 1982. Establishment size as measured by average employment declined in no fewer than 79 out of 106 4-digit metalworking industries. For all metalworking industries as a whole, the average establishment size declined by 12.3%. As indicated in Figure 1 , establishment size decJined by more than 50 % in 10 industries, by between 50 and 25% in 25 industries, and by between 25 and zero % in 44 industries. Similarly, Table I shows that company size declined in 78 industries. As can be seen in the Table, the changes in company size were virtually the same as those in establishment size. The average company size in engineering industries as a whole declined by 13.4%. The decline in plant and company size cannot be attributed to shrinking employment: on the contrary, employment in these industries increased by 11.3%. In fact, total employment increased in SmallBusiness Economics 1 (1989) 21--37. 9 1989 by KluwerAcademic Publishers. 
II. Structural change in U.S. engineering industries 1972--82

